Introduction 1
Despite a rise since 2004-05, the current Government can still point to a fall in its preferred definition of poverty (the proportion of the population living in households with an income less than 60% of median income) since 1996-97. 2 However, less clear is progress in reducing the numbers of people with the very lowest living standards, or tackling what many commentators call 'severe poverty'. This is a potentially important political issue in the run up to the election, with all three main UK political parties aiming to proclaim themselves the best party to tackle poverty and disadvantage. 3 This note surveys a range of data sources and definitions. It finds strong evidence of an increase in the rate of severe poverty since 2004-05, mirroring a rise in the official poverty rate, although the rate of persistent poverty (i.e. where people remain poor for a number of years) does seem to have fallen under Labour, at least until 2007. But the evidence is less conclusive about whether severe poverty is now higher than when Labour came to power.
This election briefing note is arranged as follows. We first show that the number of individuals with an income below 40% of median income has increased in recent years (Section 2). We then assess the relevance of this measure, first by examining the levels of material deprivation amongst those on very low incomes (Section 2.1), and then by examining in more detail what has caused this rise (Section 2.2). Finally, in Section 3 we look at alternative measures of severe poverty, considering: a measure based on relative income poverty and material deprivation (Section 3.1); an expenditure based measure of '40% poverty' (Section 3.2); an 'absolute' poverty line i.e. the fraction living in households with real income below a fixed amount (Section 3.3); and a measure of persistent poverty i.e. being in poverty for an extended period (Section 3.4) . By looking at alternative measures we can address both concerns about whether low income is a good measure (in a statistical sense) of poverty, and whether a measure of relative income is reasonable conceptually when thinking about severe poverty. Section 4 concludes.
How sensible is it to measure severe poverty by counting individuals with incomes below 40% of median income?
The claim that severe poverty has gone up under Labour is frequently made by the Conservative Party, and justified with reference to the number of individuals in households with an income below 40% of the median. 4 This section assesses the relevance of this measure, first by examining levels of material 1 The corresponding author is David Phillips (david_p@ifs.org.uk). This series of Election Briefing Notes has been funded by the Nuffield Foundation, grant OPD/36607. The Nuffield Foundation is a charitable trust established by Lord Nuffield. Its widest charitable objective is 'the advancement of social well-being'. The Foundation has long had an interest in social welfare and has supported this project to stimulate public discussion and policy development. The authors would also like to acknowledge ongoing financial support from the ESRC Centre for the Microeconomic Analysis of Public Policy at IFS (grant number for the analysis on which this briefing note is based. The Family Resources Survey and Households Below Average Income Series was made available by the Department for Work and Pensions, which bears no responsibility for the interpretation of the data in this Briefing Note. Expenditure and Food Survey data are collected by the Office for National Statistics and distributed by the Economic and Social Data Service. Crown copyright material is reproduced with the permission of the Controller of HMSO and the Queen's Printer for Scotland. The authors would like to thank Alistair Muriel and the Department for Work and Pensions' Income Monitoring team for useful comments on earlier drafts and to Helen Miller and Robert Joyce for copy-editing. Any errors and omissions are the responsibility of the authors. 2 The median income is the household income of the individual in the middle of the income distribution such that 50% of households have a higher income, and 50% a lower income. (2006) find a similar disparity between expenditure and income for those with very low income using a sample containing families with and without children.
It is notable that the number and proportions of the population with an income below 40% of median income are not National Statistics, perhaps because it is considered to be an "unreliable measure of poverty". The government cites IFS research and its own findings on the link between expenditure and income in order to back up this view. They suggest that households with very low recorded incomes partly consist of those who have omitted some income sources when responding to the survey, and those who may have only temporarily low incomes, as well as those with genuinely low incomes (who may nonetheless be drawing down savings to support their expenditure). 9
This clearly casts doubt on the wisdom of classifying all those with incomes below 40% of median income as severely poor: those with the lowest measured incomes are less deprived, on average, than those with slightly higher incomes. However we cannot rule out the possibility that the measure of material deprivation is also inaccurate or measured incorrectly in ways which are correlated with income. But can we go further than this and examine why the number of people with incomes below 40% of median income increased? Figure 2 .3 splits those people with incomes less than 40% of the median into five groups: those with zero or negative incomes, those with an income between 0 and 10% of the median, those with an income 10 to 20% of the median, etc. 10 Over the period as a whole, about three-tenths of the growth in the proportion of individuals living in households with incomes less than 40% of the median is accounted for by an increase in the number ofhouseholds with zero measured incomes, with a further three-tenths from each of 20% to 30%, and 30% to 40%. The remainder are accounted for by those with incomes of between 0% to 20% of the median.
Earlier, we cited research which showed that those with the lowest reported incomes (and particularly zero reported income) seem to have higher living standards than those further up the income distribution. This might, therefore, suggest that the rise in the fraction of the population with zero measured incomes does not reflect an increase in those with very low living standards, but instead reflects some other reason (e.g. a rise in the number of people with temporarily low income but high average incomes, or a rise in the mismeasurement of incomes).
It is notable that the increase in the proportion of individuals living in households with less than 40% of the median income occurred in two phases: 1996-97 to 2000-01, and 2004-05 to 2007-08, with roughly no change between 2000-01 and 2004-05. 11 In the first period, over half the growth (51%) was due to a rise in the number of households reporting zero incomes, 29% was due to a rise in the number of households with an income of 0 to 20% of the median (who are also not particularly deprived, on average, according to measures of material deprivation), and the remaining 20% of the increase was down to those with an income of between 20% and 40% of median income. Therefore, most of the growth in the number of people with income below 40% of median income between 1996-97 and 2000-01 was driven by a rise in the number of people with incomes that are associated with higher average living standards than those whose incomes are between 40% and 60% of median income. 12
The story is different for the rise in the number of people with incomes below 40% of median that occurred between 2004-05 and 2007-08: only 7% of that rise was due to a rise in the number of people with zero incomes, and only a further 2% due to those with incomes between 0% and 20% of the median. Instead, most of the growth is due to a rise in the number of people with an income between 20% and 30% of the median (27% of the growth) or between 30% and 40% of the median (64%). The growth in the number of people with income below 40% of median income since 2004-05, therefore, was concentrated amongst those with incomes in the range that is associated with the highest levels of material deprivation.
Overall, then, this provides suggestive (but not conclusive) evidence that the rise in the number of people with income below 40% of median income in the last few years does indeed reflect an increase in the numbers with very low living standards, but that the rise between 1996-97 and 2000-01 does not. Doubts about the increase between 1996-97 and 2000-01 suggest one should also be careful about concluding that there was a rise in severe poverty over Labour's period of office as a whole.
What leads to very low incomes in the HBAI dataset?
This sub-section looks in more detail at the construction of the HBAI measure of net household income.
One possible cause of the rise in the number of households with very low incomes between 1996-97 and 2000-01 is that incomes became more volatile. Perhaps, for instance, the fraction of individuals with losses from self-employment in any one year increased as competition increased. For the population as a whole, 4.9% of people lived in households where there was negative net self-employment income in 2000-01 as opposed to 4.7% in 1996-97. However, amongst those with an income of less than 40% of the median, the fraction fell from 16% to 14%, and amongst those with zero measured incomes the fraction fell from 59% to 36%. Hence, self-employment losses could not have driven much (if any) of the rise. There was strong growth in earnings and investment income amongst households with incomes less than 40% of the median, suggesting also that these income sources are unlikely to be the cause of the rise in the number of households with very low incomes. 13
Between 1996-97 and 2000-01, however, there was a notable increase in the value of those items which are subtracted from income to get the final measure of disposable household income: these are known as "payments", and include council tax liabilities, student loan repayments, private pension contributions, maintenance payments, and contributions to children studying at university. For instance, in 1996-97, 5% of individuals living in households with income below 40% median income had levels of payments greater than or equal to their income (and therefore would have a zero measured income for this reason). A further 6% had payments less than their income but at least £50 per week (in 2007-08 terms). In 2000-01 these figures had risen to 11% and 9% respectively (and in 2007-08, the last year for which we have data, they were 9% and 8%). 
Alternative measures of severe poverty
This section looks at alternative measures of severe poverty in order to address both concerns about whether low income is a good measure (in a statistical sense) of poverty, and whether a measure of relative income poverty is conceptually reasonable when thinking about severe poverty.
We consider the following: a measure based on relative income poverty and material deprivation; an expenditure based measure of '40% poverty'; an 'absolute' poverty line (i.e. the fraction living in households with a real income below a fixed amount); and a measure of persistent poverty (i.e. being in poverty for an extended period).
A combined relative income and material deprivation measure of severe poverty
It is possible to combine a measure of relative poverty with an indicator of material deprivation to obtain an estimate of severe poverty, in a manner similar to the Government's use of a combined indicator as part of its child poverty targets. 14 Save the Children, in joint work with the New Policy Institute and the Centre for Research in Social Policy, define a family with children as in severe poverty if their household income is less than 50% of the median and their families lack at least two 'necessities' for either adults or children, and a least one necessity for each. 15 They choose a 50% of median threshold because of worries about the reliability of data for the lowest part of the income distribution (see Section 2). Using this definition, the proportion of children in severe poverty has risen from 11% to 13% of all children between 2004-05 and 2007-08.
So, although this measure is available only for families with children, it provides further evidence that severe poverty did genuinely rise in the period 2004-05 to 2007-08, a period during which we know that overall poverty (based on the Government's 60% of median income measure) has been rising (after generally falling between 1996-97 and 2004-05).
An expenditure-based poverty line
A number of writers have argued that rather than using the amount of income a household has coming it at any one time to define and measure poverty, we should instead try to assess more directly a household's living standards by measuring the goods and services they consume. 16 Such a consumptionbased measure of living standards would allow us to account for the fact that whilst income is volatile, most households can borrow and save to smooth their consumption, and to maintain their living standards in the face of temporary income shocks.
Unfortunately we do not have accurate data on consumption (which includes, for instance, the flow of services from durable goods owned), but we do have data on household expenditure, from which we can construct a measure of severe poverty as the number of people in households whose expenditure is less than 40% of the median.
We then come to the choice of which expenditure measure to use. Previous work by IFS researchers (Brewer, Goodman and Leicester (2006)) used a measure of expenditure which excluded expenditure on housing but included all other spending (including spending on durable goods). Figure 3 .1 shows the number of people in households whose expenditure is less than 40% of the median with the black dashed line. With this measure of expenditure, the fraction of people living in households spending less than 40% of the median rose from about 8% in the years 1996 and 1997 to 9% in the years 2006 and 2007.
However, one might object to this measure on at least two grounds:
• First, spending on durable goods (such as cars or white goods) is very 'lumpy' (or volatile) and a measure of consumption that includes this might be as unrepresentative of underlying living standards as income. If we exclude spending on durable goods (and housing) we find that the poverty rate has increased from 5.4% to 7.2% over the same period. Excluding durable goods is problematic, however. If we have two households spending the same amount in total, but one buys a car, and the other buys higher quality food, then we may classify the first household as poor but the second household as not poor. The expenditure data show that the share of spending devoted to durables has increased for those households with lower expenditure (i.e. poorer households) relative to those households with higher expenditure (although we are not sure of the reason for this). Hence, the rise in poverty on the expenditure measure that excludes durable goods may be misleading. In particular, it would not reflect changes in relative living standards, but instead, changes in what people in different parts of the expenditure distribution have chosen to buy.
• Second, spending on housing is not fixed and (in the private sector, at least) reflects actual or perceived differences in the quality of the housing (whether in terms of amenities, style or location). If two households have the same total expenditure, but one chooses to spend more on housing and the other on motoring, it seems strange that the first one may be considered as poor and the second as not poor. If we include spending on housing in our measure (to get 'total expenditure'), the number of people in households spending less than 40% of the median has increased slightly from about 3.9% in 1996-97 to about 4.6%. 17 This is shown as the solid grey line.
16 See, for example, Brewer, M., A. Goodman and A. Leicester (2006) and references therein. 17 It should be noted that what we really care about is housing consumption -not expenditure. Those who own their homes outright have finished paying for their homes but still get the benefit of living in them. Such people (often pensioners) may be recorded as in expenditure poverty once we add on everyone else's housing costs, even though their living standards might be comparable to, or even higher than, people with higher total spending who are renting, for instance. Brewer, Goodman and Leicester (2006) attempt to impute what owner occupiers would pay to rent their homes to get a better estimate of total consumption. Doing this sees a more favourable trend in total expenditure poverty than when using 'raw' housing costs and, if this were to hold after 2002-03 (when their analysis ends), the trends in Figure 3 .1 may look somewhat more favourable. Overall, we think that wider definitions of expenditure are therefore preferable to narrower ones. On these wider measures, the fraction of people living in households spending less than 40% of the median expenditure has risen slightly on the measures considered here, although the results presented may overstate the rise in expenditure poverty, depending on how we impute the flow of services from being an owner occupier (see footnote 17).
An absolute measure of severe poverty
The government uses a relative poverty measure (i.e. counting someone as poor if their income is low relative to the current median), and the Conservative Party has chosen to define severe poverty on a similar basis. But it is possible to think of poverty as severe or not by looking at the absolute living standards of the household concerned. That is, one could define someone as severely poor if they have less than a certain income, fixed in real terms. Suppose we decide that households with an income of less than about 40% of the median household in 2007-08 are severely poor. How has the fraction of people with income less than this in real terms changed since Labour came to power? Figure 3 .2 shows that in 1996-97, the year before Labour came to power, the fraction of people with an income less than 40% of the median in 2007-08 was 18.3% (AHC) or 9.1% (BHC). By 2007-08, this had fallen to 9.6% and 6.0%, respectively. It is notable, however, that this fall took place entirely between 1996-97 and 2001-02, since when there has been approximately no change in the number of people below this fixed poverty line, measuring incomes AHC, and a slight rise, measuring incomes BHC . Before 2001-02, therefore, the living standards of the poorest appear to have been rising in real terms (if not relative to those with higher incomes), but since then there has been no improvement, or perhaps even a slight deterioration, depending on the income measure (AHC or BHC). 
Persistent poverty as severe poverty
It is highly likely that people who have persistently low incomes have lower living standards than those who have a temporarily low income at a particular point in time. 18 Perhaps a better way of thinking about severe poverty is, therefore, to think about the persistence of low income.
The current Government defines persistent poverty as having an income less than 60% of the median income for 3 out of the last 4 years. Unfortunately, the latest available data are for the four years to 2007, since when things may have changed. Table 3 .1, shows the fraction of individuals who were in persistent poverty in the years 1995 -1998 (around the time the Labour government came to power) and in 2004 --2007 , for all individuals and separately by population sub-group. This shows that there was a moderate fall in the proportion of the population in persistent poverty in the twelve years to 2007 from 11% to 8% , driven by large falls in the risk of persistent poverty amongst children (from 17% to 10%) and pensioners (20% to 14%). 19 
Conclusion
So, what has happened to 'severe poverty' under Labour? To help answer this, we have considered two fundamental questions.
First, how should we define the concept of severe poverty? Should it be based on very low relative income, very low absolute income, very low expenditure or some measure of persistent poverty? We have been agnostic about the answer to this question, but have shown that, for the period since 1996-97 as a whole, there is disagreement between the different measures, with some showing falls and others increases. However, relative and absolute measures of very low income, and measures of severe material deprivation (for families with children) have all increased since 2004-05, mirroring an increase in the Government's official measures of relative poverty (based on a poverty line equal to 60% of median income). But, expenditure-based measures of severe poverty have not increased since 2004-05, so it is not absolutely certain that severe poverty has risen under Labour, even in recent years.
Second, does the increase in the fraction of people with very low levels of relative income reflect a genuine increase in those with very low living standards? We found that the rise between 1996-97 and 2000-01(and, indeed, up to 2004-05) was driven largely by those with either zero measured income or an income below 20% of the median, groups for which we have evidence that living standards are not particularly low, perhaps because their incomes are so low due to misrecording or temporary circumstances. Furthermore, about one-third of the rise in the number of people with income below 40% of median income between 1996-97 and 2004-05 can be explained by the treatment of student loan repayments. Because of these reasons, we feel it is difficult, although not impossible, to support the idea that severe income poverty genuinely rose between 1996-97 and 2004-05. 20 However, the rise in number of people with income below 40% of median income since 2004-05 was driven mainly by those with incomes between 20 and 40% of the median, for whom living standards are very low on average, and so this probably does reflect a genuine rise in the fraction of people with very low living standards.
To summarise, claims that severe poverty has risen since 1996-97 are difficult to sustain in a fully convincing manner. However, since 2004-05, severe poverty under a range of possible measures does appear to have risen, mirroring the increase in the government's official measure of relative poverty amongst pensioners, children and working age adults over the same period.
20 These issues are of far less concern for the Government's poverty measures (based on 60% of median income), because those with an income between 0 and 20% of the median or affected by the student loans issue make up a far smaller fraction of people with an income less than 60% of the median than of those with an income less than 40% of the median. Subject to the sampling variation that affects all surveys, we remain confident in official statistics based on 60% of median income; it is only when one attempts to look at the very lowest incomes that mismeasurement of incomes becomes a significant concern.
Section 2 showed that the increase in severe poverty, particularly up to 2000-01, was driven partly by increases in the values of payments that are deducted from a household's net income to get the HBAI measure of disposable net income. This appendix describes and explains some additional analysis we have undertaken that attempts to address what caused the rise in the number of households with very large values of payments.
There are a number of different classes of payments that are deducted from income to get the HBAI definition of net income. The most common is council tax, but payments also include contributions to private pensions, payments of child maintenance, and, from 1997-98 onwards, parental contributions to children at university and student loan repayments.
There are a significant number of households with zero or very low incomes who are making large contributions to private pensions, and a smaller (but notable) number who are making large child maintenance payments. 21 As contributions to private pensions are voluntary, it is hard to argue that households who can afford to make large contributions are in severe poverty. The number of people making such payments has increased a bit since 1996-97, but not by enough to explain the increase in the number of people with income below 40% of median income and the rise in the number of people with very high payments values. For instance, the number of people living in a household with an income below 40% of the median and where someone in the household is making contributions to a private pension was virtually unchanged between 1996-97 and 2000-01 at 480,000 and 470,000, respectively (given the rise in the number of people with low incomes, the fraction making private pension contributions fell over this period, from 20% to 16%). In 2007-08 the numbers had increased to 600,000, or 17% of all those with an income less than 40% median. For child maintenance payments, the corresponding figures for 1996-97, 2000-01 and 2007-08 are 61,000 (2.5%), 77,000 (2.7%) and 125,000 (3.5%), respectively. So any increase in the number of individuals with very low incomes making these payments largely occurred since 2000-01, whilst most of the increase in the number of people with very low incomes due to very high payments took place before 2000-01.
This leads us to look at the two categories of payments not included in 1996-97. Student loan repayments were first included in the HBAI definition of income in 1997-98 (with the option of reporting one-off payments added in 1999-00) and, since then, the numbers of people living in households reporting student loan repayments has increased from about 850,000 to 1.6 million in 2000-01, and to 2.7 million in 2007-08, reflecting the growth in the number of people with student loans who would have entered the labour market over this period. Of these, the number with an income less than 40% of the median (no measured income) was 30,000 (10,000), 180,000 (130,000), and 150,000 (110,000) in the same years.
There was also an increase in the size of repayments reported, with some values since 1999-00 being particularly, and implausibly, large. 1997-98, 2001-01 and 2007-08 (for those reporting a positive repayment) for those living in households with an income less than 40% of the median income, and those with zero income. There was also a smaller but notable effect from a class of payments categorised as "contributions to study" (which were also not recorded in 1996-97 but have been since 1997-98). 22 Under the HBAI methodology, all incomes and payments -including one-off payments and one-off sources of income -are usually converted into a weekly amount. However, one-off student loan repayments are not converted to weekly values. An analysis of the 2000-01 raw FRS data shows that the mean amount reported by someone making a one-off repayment was over 20 times that of someone making a monthly repayment (by far the most common type of repayment). The median was over 70 times the size. However, a minority (about 10%) of those reporting monthly repayments report an amount greater than their gross income, which may be deemed implausible, and may result from misreported answers or processing of answers. Respondent error can occur in all surveys, and there is no indication that this is a greater problem in the FRS than in others. It shows that the issues regarding student loan repayments make less difference for this measure than they do for a poverty line set at 40% of median income. This is because those affected by the student loans issue represent a far smaller fraction of those with an income less than 60% of the median than those with an income less than 40% of the median. Furthermore, adjusting for student loan repayments leads to a very small increase in median income, meaning a number of households not affected directly by the changes see their incomes fall below 60% of the new median, partly offsetting the impact of those households whose income is above 60% of the median once their student loan repayments are adjusted. 23 23 This offsetting effect also occurs to some extent for the 40% of median income poverty line, but to a much lesser extent, as there are far fewer households just above this line than just above the poverty line set at 60% of median income (which is at a relatively dense part of the income distribution). 
